INTRODUCTION
The purpose of this chapter is to contribute to the evaluation of the impact of inward investment on the UK economy. In particular we aim to address the extent to which any spillovers from foreign firms to domestic firms are dependent upon the geographic locations of inward investors and domestic firms.
As is well documented, inward investment can bring benefits to regions as well as to industries. This has been reflected in the structure of industrial and regional policies. Indeed it could be argued that the desire to attract foreign-owned firms has been the chief industrial and regional policy of the UK authorities over the past twenty years (Eltis and Fraser, 1992; Eltis, 1996) .
In addition to the obvious positive direct impact that new investments may have on employment, the reasoning behind the importance attached to inward investment is essentially based on the assumption that foreign-owned firms are in some sense 'superior' to domestic firms and that their proprietary technological or managerial capabilities can somehow be assimilated by the domestic sector. At a regional level, new foreign manufacturing investment can have additional beneficial economic consequences, particularly within disadvantaged or peripheral areas. In addition to job creation and resource transfer, foreign inward investments can also provide a conduit for new trading opportunities, and transfers of technology and skills to supplier and customer sectors. Dunning (1993) demonstrates how inward investment can improve both inter-and intra-sectoral allocative efficiency by shifting scarce resources to industrial sectors of above average comparative advantage and to sectors where comparative advantage is growing. The entry of new foreign firms can also contribute to agglomeration economies at the industrial and regional levels, affecting both the extant foreign and indigenous manufacturing sectors (Cantwell, 1991) .
The significance of spillovers from multinational enterprises in the UK was demonstrated by Barrell and Pain (1997) , who estimated that around 30 per cent of the productivity growth in UK manufacturing between 1985 and 1995 could be attributed to the impact of inward investment. The 'ripple through' effects of changes in production and working practices triggered by the presence of new inward investors have been particularly important. There are thus grounds to expect that there could be productivity gains at the industry and regional level connected with foreign investment in those industries and regions. However this must be investigated by controlling for other factors which may improve the productivity and comparative advantage of industries independently of inward investment.
Of course it may be that the design of regional policies has not allowed the full potential benefits of inward investment to emerge. As Morgan (1997) notes, the policy of attracting FDI has been designed to address the symptoms of regional disparities, such as unemployment, rather than the underlying causes, such as low levels of technological development. An important question therefore is the extent to which inward investment will contribute to alleviating the underlying causes of regional underdevelopment, as well as simply generating employment.
One criticism of policymakers in the UK and other countries is that new investments have contributed less to industry productivity growth than may otherwise have been the case because incentives have been given to encourage investors to locate in regions with high levels of unemployment rather than regions demonstrating significant locational advantages (Porter, 1996) . This potential problem has seldom been addressed in the literature, as studies that have sought to investigate the regional impact of inward investments have often been unable to distinguish between inter-industry, and intra-industry effects. The research described here and in Driffield (2000b) overcomes such difficulties, and can therefore contribute to the policy debate by evaluating the scale of regional spillovers from inward investment and also the extent to which these spillovers are dependent on investment in the region, the industrial mix of the region, and on contiguity to other regions in which investment takes place. The extent to which spillovers are determined by the geographic location of the investments is largely a function of the types of policies that are pursued to attract inward investment.
